University of Mississippi

eGrove
AICPA Committees

American Institute of Certified Public
Accountants (AICPA) Historical Collection

3-15-1968

Preliminary Comments on the Proposed Regulations Under
Sections 1502 and 1552 of the Internal Revenue Code Regarding
Allocation of Tax Liability Among Members of an Affiliated Group
American Institute of Certified Public Accountants. Committee on Federal Taxation

Follow this and additional works at: https://egrove.olemiss.edu/aicpa_comm
Part of the Accounting Commons, and the Taxation Commons

TAX COMMITTEE COMMENTS AND RECOMMENDATIONS

Preliminary Comments on the Proposed Regulations
Under Sections 1502 and 1552 of the Internal Revenue Code
Regarding Allocation of Tax Liability Among
Members of an Affiliated Group

Submitted to the
Internal Revenue Service

March 15, 1968

Part of a Special Series Published by
The American Institute of Certified Public Accountants

COMMITTEE ON FEDERAL TAXATION
of the

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

Preliminary Comments on the Proposed Regulations
Under Sections 1502 and 1552 of the Internal Revenue Code
Regarding Allocation of Tax Liability Among
Members of an Affiliated Group
March 15, 1968

GENERAL COMMENTS

In comments previously submitted in connection with
the prior proposed regulations on this subject and at meetings

with Lester Uretz, Chief Counsel, IRS and members of his staffs
the Institute's Committee on Federal Taxation has maintained the

position that the tax benefits of deductions and credits contri
buted to a consolidated group by an affiliate company should be
awarded to that affiliate through the allocation of consolidated

tax liability for earnings and profits.

We have stated our belief

that if such an approach were adopted, with one exception, there
would be no need for the basis adjustments under Regulations

Section 1.1502-32 and in this regard the regulations would be in

closer accord with long standing income determination and basis
concepts.

The one exception is that a negative adjustment should

be made for dividends out of pre-affiliation earnings and profits
to prevent "dividend-stripping" transactions.

This adjustment

should also be made to earnings and profits.

It appears that this objective could be achieved within
Proposed Regulations Section 1.1502-33(d)(2)(ii) provided the

percentage referred to in (b) of subdivision (ii) is elected as
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100 percent.

This would necessitate amending Proposed Regula

tions Section 1.1552-1(a)(2)(ii) to define the terms "separate
return taxable income" to arrive at "separate return tax

liability" as encompassing a single surtax exemption under the
rules of Section 1561.
SPECIFIC COMMENTS

Section
1.1502- 33(d)(2)(i)

1.
It is suggested that the affiliated

group should be permitted to apportion
the $25,000 surtax exemption among its

members in any proportion, which would be
no more than a recognition of the right
conferred on taxpayers by Section 1561.

It should be recognized that the proposal
to allocate the single surtax exemption
proportionately to the members of the

affiliated group may be inequitable and
may lead to an unintended complication.

Certainly there is no justification for
allocating part of the surtax exemption

to a loss corporation.

Consider the

arithmetical complication of allocating

$25,000 among

an

affiliated group com

posed of 13, 28, 53 or 67 corporations.

2.
1.1502- 33(d)(3)

The requirement to make an election under

Proposed Regulations Section 1.1502-33(c)(4)
(iii) should be eliminated.
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3.
1 .1552-1(a)(2)(ii)(i)

Same comment as 1 above.
4.

1.1552- 1(b)(2)

It appears that Proposed Regulations
Section 1.1552-1(b)(2) would require the
allocation of consolidated income tax to

be made on the accrual basis even though
the taxpayer otherwise reports on the cash

basis.

It is suggested that the proposed

regulations be made more specific in this
regard and state that in a circumstance
where the parent reports on the accrual
basis and the subsidiary on a cash basis,
the portion of the consolidated tax for

1967 applicable to the cash basis subsidiary
reduce that subsidiary's earnings and

profits in 1967 and not in 1968 when the
subsidiary pays the tax.

